ee REX 


eae 
epi i 


Government 


sy 3 OU | Publications 

At 

YL IC Background Paper BP-367E 
—~ /9¢ of 

G36 7 


BUDGETS 1993: FEDERAL AND PROVINCIAL 
RESPONSES TO RISING DEFICITS 


Marion G. Wrobel 
Senior Analyst 


December 1993 


dis 


ane a 
F.,. of 


Parliament Research 
iuPelerent | branch. 


The Research Branch of the Library of Parliament works 
exclusively for Parliament, conducting research and providing 
information for Committees and Members of the Senate and the 
House of Commons. This service is extended without partisan 


bias in such forms as Reports, Background Papers and Issue 
Reviews. Research Officers in the Branch are also available for 
personal consultation in their respective fields of expertise. 


©Minister of Supply and Services Canada 1994 
Available in Canada through 
your local bookseller 
or by mail from 
Canada Communication Group -- Publishing 
Ottawa, Canada K1A 0S9 


Catalogue No. YM32-2/367E 
ISBN 0-660-15641-5 


CE DOCUMENT EST AUSSI 
PUBLIE EN FRANCAIS 


sy 


LIBRARY OF PARLIAMENT 
BIBLIOTHEQUE DU PARLEMENT 


TABLE OF CONTENTS 


Page 

GOVERNMENT OP - CANADA #2 © 9 27 5 2 2 oo serene sere ® sere Ee ed 2 
Ay Revenue Trénds * 0 See so ee eee ee FEE OS Ee Re Ys 

Bx Expenditure“lrends? - - ce teres cae ete ew ek Ae Onn toned 2 

Cy” Debt; Déficits and Interest? Costs* es ee ote ee lea 3 

D.. Deficit’ Control’ Measures ee ee, Oe OR) Ae Ae 3 

E. Economic Forecasts’ 2 oe ee ee et. oy rue ly 3 

FF. * The: New Figures * ee es ae ee eae ee. or ee eee Se ol 4 
CENTRAL CANADA 28 22 O22 LGR AP et See een Ms 2s 5 
Ass OMALIO Fe Gas sateen Ae ee on OP an ENS, ey 5 

Ly Revenve Trends? 2.2.0 Fh ee Nee et eee ee eRe Le 5 

2. Expenditure Trends! 72 er een fee eee okt, 5, 6 

3., Debt; Deficits and: Interest’ Costs" 3 tees ee, ee ee ke ee 6 

4. Federal, Measures to Limits Transters 9) oeeee ee ee tet. cas 6 

5,” Deficit: Control: Measures or et et re eee. aie sete vy 

65 Economic’ ForecastSaeeer eee ee ee Pe eee 8 

Be QUEDES ieee sc eee tee IEE eA LR ac eee aT: Steet eetes. COMIN PF Fi. iE ue 8 

TL REVeENUE Trends. mere rterte cet et ere re re Re em 8 

2) JEXpenditiire: 1 TENdS aes vee as eet ee ON, BEE Rt OPER 9 

37 Debt: Deficits*and ‘Interest. Costs aay. free ee ee co ae one) se 9 

4. Federal’ Measures*to mit Lransiers ne ec ee te ss os 9 

52. Deficit: Controle Measttese:. crt ere en ee ete ee ne ee 10 

6 Economic: ForecastSc-err ree eee cee tee es eee re om edad sie 10 

ue WESTERN‘ PROVINCES 2 etree coer te ocean Serer etre rane fe i 
A. pritish Columbia. secrets eae eee eae ere err eee are Pee eee 11 

Lee (Revenue Trends. oe ce cee rer gee ee ag Belen aa Jia 

2; (Expenditure -LiendS es eern c rk cerns Smear eens ea ee Sots say's 11 

3.)-Debt, Deficit andtinteresC Costsm ost eee ee Mee ens be 12 

Al Federal’Measures to cimit. 1 ranstcrs se ene eee eee eet. ws 12 

5) "Deficit ‘Control: Measutest se ee ore ee ees cs ets 13 

63 Economic! FOrecastS so cs en re en ees foe eee Ni ae 13 

Boe Saskatchewan vee oe ee ae ee ee tees he on Oh ea eee sts 14 

Ie Revenue yl rendS 4: ch-c ee etcetera ec ees et ean. 14 

9 2” .ExpendituresIrends ii. cyecr meee ae emt sc cee) ics Career aeons 14 
3.7. Debt Deficits:and ‘Interest: Costs ers sia oe se ere) a nemo ees 14 


RECYCLED RECYCLE 


LIBRARY OF PARLIAMENT 
BIBLIOTHEQUE DU PARLEMENT 


li 

4.) FederaltMeasures:to. Lamit‘Transters. cee sete eee tn ee ee es 15 

52- Deficit: Control: MeaSUTeS tae cset oo, ch cece ee bciel vat camer eee ee 15 

6; Economic: ForecastSewantesei tas Ae ate ea se ee ce eae as 15 

Cl, Alberta 2) Smet Weems cs oe ies A ene, Cee Gian ool ee meg Vrs ace neath eee a 16 
La REVENUES LTENndS york. et ee eee. ee: ee LE ae eee 16 

De EXPENGiLUTe se] TENS so. 7g 1m te ag te ress oe te We eee OP as sees 16 

37+ Debt Deficits and=interest Costs. ete er. hae eee ice tee ce oe 17 

As: Federal ;Measures to: Limit@lranstersse see. 2.2 2 eee ee ie 17 

a Deticit’Control Measures a cteveie oo. ia eer re es ese Li 

6 PECONOMIC FOLECASIST.0 0), tees ears ees Ae fo RUS a, Ss ity 

D. S-Manitobad ae nett... oe. MR on een 2 her een res 18 
PeeRevenue “Trends ay 2c tat nee ee rea hk ae ee CAS an Os 18 
2eEEXpenditlrewl rendSin As Sette: ate os oh ewe note cues 'oncks. 18 

5 aeDevt,“DeticitsrandsInlerests @OstSit ei hers s.2. Lie ce eae ee ee ae 18 

4 sHederali Measures to Limit: Transfers’. 2. 4. 1 on eae ee oe 19 

SD MECTICIE@ONETOLEMEASHTCS aerate cy Nh irc fe cyl, Aree Rema ist camalen ane) 19 
GEECONOMIC LHhOTCCASES cass 54 ene okee cine ncuhey eh ent eae ae ee 20 
THECATICANTICsEePROVINGES crew fin cote sicries: Wear copatans nec Giant, Garrat oc 20 
AEP TINCesEdwalGelSland sey cds ta tiinu eA tA, cea way Beemer eee Tilers site aie. 20 
NEPMREVENUCUETCUUS O25 ..00es Lege Guo Bee tlre eink OR a PT Me loa Cert 21 

DoerX PENILE aL rendS : 30.5.0. 5 eee anes Fock cn ees a, 21 
SarDebts Deficitand Interest CostSiuvee. cea. ue eee wlan ee es Zi 

4s receral Measures to, Limit lranSters 0c, ye en) ee eo ss. 22 

J.  DeticittGontrol; MeaSUleS 7 metre tc: few tee een een ea cee D9) 

OPAL CONOMIC: ROTCCASES E) sete ta toed ies ce eR ates oo eee Ne 23 
BaeINOVARSCOU ge ar ee eee ney ur tet aaa ae OC Rane RSet oa SS 22 
Pe REVENUCELTENGS 8a ca ea ie te EO ae ee rae wie ose. Due 

Pe EXDENCINITC: DTCNOS wa ae Me ti er, asm ee ON Tos is os Tecs otis: 23 
OMEDEDCH DELICIES and INntcCTeSt) COSIS Shears oy erie Rupee mer, ae ot a rs 24 
4¥>rederalivieasures to. Limit: Transters | peers ee ee ee) oe oe ee as 24 

S se Deficit:C ONtrol « MEASUTES Ace hs eet ts hss ceed ene oe heh ons he cs 24 

6; FH ECONOMIC; FOreCAStS aot ect ea ee cee ee oe ee eh Le ae Pos) 
RENEW: BUNS WICK Wie occa kece oe a Si Oars ald ka ee em ger ena es 25 
be REVENUE LECHOS acts. ecacpee a cate. Nec er me ri ee en) 25 

2 ae EX DONGLE I TENGS (2 cores kn tar rare ER seid Boy oe 5 26 

Gam Debt, Deficits:and: Interest. COStSa7u eae, ee 26 

4-0 edéral- Measures: to, Limit cransiers ao. a) ee) cee 2 ee ks 26 

)-, Deticit: Control Measures (ye eee ee RE me errr nk cS 26 

6c Economic: Forecasts: 27470 ae ee ee ae ee ee eee), IA 


LIBRARY OF PARLIAMENT 
BIBLIOTHEQUE DU PARLEMENT 


ili 

D.; Newfoundland-and Eabrador #5 frat ere rs ce ore hehe towed ee ens pA 

1. ; Revenue Trendstenens eae Maree A. clits, io eye Se) ec te eens eda 27 

2 EXPenGiuresLrends ere cea Weer ue. ae a ey Mean ares hs ph | 

3. - DED, DehiCus angrinterest, COSES wie cs. oy eke cs er eee eee cone 28 

4. Federal Measures to Limit. Transfers... ........002e8080208 28 

58 Deficit: Controls Measures: el eciaiecn cn ite let hae Weaeese peesmie sf 34.5 28 

GO TECONOMICZFOLECASES ee ca ete Be er areet ree etn balk in Ra Pte atone RS 28 

SUMMARY’ OBSTRENDS wives oes ey cM ed os ones (alah cae are eeey 29 
A. Generali cc.) ene cia ree hn ee terra tee a eee es ne ie 29 


Digitized by the Internet Archive 
in 2023 with funding from 
University of Toronto 


https://archive.org/details/31761116313487 


RECYCLED RECYCLE 


CANADA 
LIBRARY OF PARLIAMENT 
BIBLIOTHEQUE DU PARLEMENT 


BUDGETS 1993: 
FEDERAL AND PROVINCIAL RESPONSES TO RISING DEFICITS 


The year 1993 has continued to be difficult for Canadian governments. The 
federal government’s fiscal position is now known to be significantly worse than originally 
thought, with no sign of improvement in the near term. The provinces are still recording close 
to record deficits, despite implementing a wide range of measures to raise taxes and cut 
spending. 

A common complaint of provincial premiers has been with respect to unilateral 
cutbacks to federal transfer payments. These restraint measures have cost the provinces dearly 
and the fiscal position of the federal government means that previous funding levels are unlikely 
to be restored. It should also be pointed out that most provincial references to federal transfers 
are only to the cash portion and ignore the amount that is transferred via tax points. 

This paper examines eleven budgets tabled this year, the federal government’s and 
those of the ten provinces. Updated material for the federal government is also included. The 
paper is designed to enable the reader to identify at a glance the various fiscal trends and to 
compare and contrast the fiscal policies being conducted in Canada by the various governments. 

This paper includes material from various budgets, which do not always use the 
same terminology or accounting conventions, especially in discussing the deficit and the debt. 
Where budgets are summarized, the accounting conventions used by the appropriate government 
are employed here as well. But in addition, consistent conventions are used to enable the reader 
to make comparisons among provinces. 

In addition to these budgets, the material in this paper comes from the Annual 
Fiscal Monitor published by the Department of Finance in November 1993, the speech by the 
Hon. Paul Martin at L’Ecole des Hautes Etudes Commerciales on 29 November 1993, 
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All references here are to fiscal years ending 31 March. The year ending 31 


March 1993, often cited as 1992-93, is here referred to as 1993. 
GOVERNMENT OF CANADA 


The 1993 federal budget was tabled in the House of Commons on 26 April 1993. 
It came on the heels of an Economic And Fiscal Statement tabled by the Minister of Finance on 
2 December 1992. In the fall of 1993, the preliminary fiscal figures for 1992-93 were released 
in the Annual Fiscal Monitor and on 29 November 1993, the new Minister of Finance, the Hon. 
Paul Martin, announced revised fiscal figures for 1993-94. 


A. Revenue Trends 


In 1993, federal revenues were $122,900 million, just over $1,100 million less 
than had been forecast the previous December and only 8% higher than in 1990. While personal 
income tax receipts over this three-year period were up by 13%, to $58,700 million, corporate 
income taxes were down by 35% and total sales and excise tax revenues were down by almost 
4%. The only other area of strong revenue growth, which in this case indicates poor economic 
performance, is premium revenues from unemployment insurance, which grew by 63%. 

Over this period, unemployment insurance has become the second largest revenue 
source for the federal government, now accounting for 15% of all revenues. And the personal 
income tax has continued to grow in dominance. In 1990 it accounted for 46% of revenues and 
in 1993 it accounted for 47.7%. Moreover, federal accounting changes understate the increasing 


dominance of the PIT since 1990. 


B. Expenditure Trends 


Federal spending since 1990 has been growing at a faster pace than revenues: it 
has grown by 11%. Program spending grew by 14.5% while debt charges grew by less than 
2%, thanks to falling interest rates. 
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Growth in spending has been driven by a 30% increase in transfers to persons, 
which in turn is the result of much higher unemployment insurance payments. Major transfers 
to other levels of government grew by only 9%, if the value of tax transfers is ignored. When 
the value of tax point transfers is included, the three-year increase is closer to 12%. Other 


transfers, to natives, business and the farming sector, grew by 25% over three years. 


C. Debt, Deficits and Interest Costs 


The 1993 federal deficit, according to the budget, was $35,500 million. This 
represented a $1,100 million increase over the estimate produced just the previous December 
in the Minister of Finance’s Economic Statement, and it was 16.4% higher than in 1990. This 
three-year increase is not very dramatic, but it is much worse than the declining deficit trends 
that the government was predicting in 1990. 

Thus in 1993, the net public debt stood at $458,600 million, compared to 
$351,000 million in 1990 and in contrast to the $428,000 million that the 1990 budget had 
forecast for 1993. Despite these disappointing deficit results, debt servicing costs have shown 


little change from 1990 as a result of substantially lower interest rates. 


D. Deficit Control Measures 


While the federal government budget statement expressed some disappointment 
with regard to the growth of the deficit, it took little action. Certain measures had been 
undertaken earlier in December, when the government had cut $775 million from spending. The 
1993 budget further cut operating costs of the government and extended and deepened cuts 
announced earlier. Most of these expenditure reductions were not immediate, but were to take 


place in 1994 and later. 


E. Economic Forecasts 


Although the federal government had to revise its economic projections for 1993, 


it continued to predict strong economic renewal, starting in 1994. With real growth averaging 
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more than 4.3% over the next five years, and employment growth at better than 3%, the 
government has predicted unemployment at 7.5% in 1998. 
And it is this strong economic performance upon which the government bases its 


6% per year medium term revenue growth and its rapid deficit decline. 


F. The New Figures 


In November 1993 the Department of Finance issued its preliminary financial 
results for the fiscal year 1992-93, showing a deficit of $40,500 million. This was $5,000 
million higher than the amount predicted in this year’s budget. The Annual Fiscal Monitor noted 
that 1993 revenues actually fell from the previous year due to continued sluggish economic 
growth. 

Nevertheless, almost three-quarters of the deficit increase was ultimately due to 
an increase in program spending from the amounts suggested in the budget. Some of this is 
predictable. Unemployment Insurance benefits increased as did elderly benefits. Cash transfers 
for established programs financing were up by over 26% because the decline in personal and 
corporate income tax receipts reduced the value of tax points which had to be recouped with 
cash. 

Some of the other spending increases are less obvious. Payments to "other" 
Crown corporations increased by $750 million, a 31% increase. According to the Department 
of Finance publication, most of this "... was attributable to valuation adjustments to more 
properly reflect the estimated realizable value of the government’s investment in its 
corporations." This likely means that the government’s investment position ts not as good as 
was previously thought. 

In addition, other program spending increased by 15.7%, a $2,700 million 
increase. Part of this is due to a one-time decrease in operating expenditures experienced in 
1992, already accounted for in the budget. Other factors specified in the publication include 
the cost of the constitutional referendum. 

For the fiscal year 1994, the latest estimates indicate a deficit in the 
neighbourhood of $45 ,000 million. This is about $12,500 million higher than the budgetary 


LIBRARY OF PARLIAMENT 
BIBLIOTHEQUE DU PARLEMENT 


2 


estimate. The Minister of Finance attributes this change to lower economic growth in 1993 and 
1994 which will result in lower tax revenues and higher payments in the form of low income 
credits. The 1993 budget predicted economic growth of 2.9% in 1993 and 4.6% in 1994. The 
Minister has reduced these estimates to 2.5% and 3% respectively. 

Poor economic performance also means that the federal government is subject to 
stabilization claims from the provinces; $1,200 million is budgeted for this eventuality. In 
addition, one-time claims, such as faster processing of refunds and failure to pass certain 


legislation, will adversely affect the 1994 deficit by about $2,000 million. 


CENTRAL CANADA 


Ontario and Quebec constitute the economic heartland of Canada. These are the 
two largest economies in Canada and it is here that Canadian manufacturing activity is 
concentrated. It is also here that the recent recession has been felt the hardest. 

Ontario is the more prosperous of the two provinces and its financial position 
prior to the onset of the recession was better than that of Quebec. Ontario ran a budgetary 
surplus in 1990 amounting to $9 per capita at the same time as Quebec ran a deficit equal to 
$248 per capita. 

This relative position has now changed. In 1993, the Quebec deficit is $488 per 
capita while the Ontario counterpart is more than $1,000. 


A. Ontario 
The Ontario budget was tabled in the Legislative Assembly on 19 May 1993. 
1. Revenue Trends 


In 1989 the province of Ontario collected total revenues of $36,991 million which 
grew to $41,799 million by 1993, an annual growth rate of 3.1%. Revenues for 1994 are 
expected to grow by 5.4%. 

During this period the personal income tax share of total revenues has remained 


fairly constant at just under one-third of total revenues. The retail sales tax share has dropped 
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from 20.7% in 1990 to 17.5% in 1993 while taxes on corporations fell from 11.5% to 6.5% 


over the same period. Transfers from the federal government rose from 13% to 18.1% of total 
revenues despite federal restraint in this area. The Ontario budget records $300 million in fiscal 


stabilization transfers for 1993. 
2. Expenditure Trends 


Expenditure growth by the provincial government has been quite rapid. From 
1989 to 1993, total spending grew by 8.7% per annum to reach $53,789 million, while operating 
expenditures grew by 9.3% per year. Capital spending was much more restrained, growing 
annually by only 2.5%. In 1990 total expenditures equalled 15.1% of provincial GDP; today 
they account for 19.6%. 

The biggest increase has been spending in the area of community and social 
services, which increased from $4,955 million in 1990 to $8,566 in 1993, a 20% annual growth 
rate. In 1994 social services spending is expected to grow by another 4%. This component 
accounted for 13% of operating expenses in 1990 but now accounts for 17.8%. 

Health care spending has been growing by 9% per year since 1990, while 
spending on housing has grown by 31% per year. This latter component is, however, a much 


smaller part of total spending than either health care or social services spending. 
3. Debt, Deficits and Interest Costs 


In 1990, the Ontario government enjoyed a $90 million surplus. This became, 
two years later, a $10,930 million deficit. In 1993 it grew by about $1,000 and the government 
expects that it will fall to $9,159 million in 1994. On account of these developments, the 1994 
debt, at $78,628 million, will be twice as high as the 1990 debt. 

Public debt interest cost the government $5,350 million in 1993, up from $3,817 
million in 1990. For 1994 it will rise to $7,150 million and consume 16.3 cents of every 


revenue dollar, up from 9.3 cents in 1990. 
4. Federal Measures to Limit Transfers 


In 1993, the Ontario government received over $7,500 million in cash transfers 


from the federal government. This is expected to fall almost 10% in 1994. Ontario is one of 


A 
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the three non-equalization receiving provinces whose Canada Assistance Plan transfers have been 
limited to a 5% annual growth rate. Social assistance spending in the province has been growing 
at much faster rates. 

In 1993, the Ontario government received $300 million in fiscal stabilization 
revenues from the federal government. The province views this as only an interim payment and 


is continuing negotiations with the federal government on this score. 
5. Deficit Control Measures 


The Ontario government announced measures in the budget to reduce its status 
quo deficit by about $8,700 million on a full year basis. Almost one-half is to come from 
expenditure management initiatives, another $2,000 from the social contract provisions, while 
another $1,600 million is to come from tax increases. Better asset management is expected to 
generate $900 million in savings. 

The social contract was designed to reduce public sector compensation by $2,000 
million from the $43,000 million compensation package. The government announced at the time 
of the budget that it would undertake negotiations with public servants to prevent the lay-off of 
20,000 to 40,000 persons. Despite this, it was planning on cutting 5,000 jobs from the 1991-92 
payroll. 

A variety of measures make up the $4,000 million expenditure-control plan. Just 
over $1,000 million is to come from the health sector, another $375 million from education, 
while streamlining of government and the freezing of discretionary spending will contribute 
$1,076 million in savings. The remainder comes from cuts to transfer payments to individuals 
and municipalities ($543 million in savings) and other program cuts. 

The other component of the deficit-cutting measures are from tax increases, 
expected to garner $1,630 million in 1993-94 and $2,047 million when fully in place. Almost 
50% of this is the result of income tax increases, in which the tax rate is raised to 58% of Basic 
Federal Tax, and from the increases in the surtax. The basic surtax is increased from 14% to 
20% of provincial tax in excess of $5,500 and the additional surtax is raised from 6% to 10% 


on provincial taxes in excess of $8,000. 
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While the budget did not increase the retail sales tax rate, it greatly increased the 
base by taxing such things as insurance premiums (automobile insurance premiums are taxed at 
a reduced rate of 5%), parking fees, sand gravel and stone, and by taxing parts and labour 
supplied under warranty. The budget also taxed beer and wine made at brew-on-premise 
establishments. 

And finally, the budget altered some corporate tax provisions. It announced the 
introduction of a corporate minimum tax and it reduced from 80% to 50% the proportion of 


entertainment and meal expenses that could be deducted from corporate income for the purposes 


of calculating tax liabilities. 


6. Economic Forecasts 


Ontario was hit particularly hard by the last recession and the Ontario government 
forecasts a strong provincial economic recovery over the next few years. Over the next four 
years, Gross Domestic Product and employment are both expected to increase faster in Ontario 
than in the nation as a whole. In fact, the Ontario growth rate is projected to be better than that 
of all G-7 nations. Real output is expected to grow by about 3.5% per year starting in 1993 
while employment is forecast to grow by almost 2.5% per year. By 1996, the Ontario 
unemployment rate should fall to below 9%. 

The Ontario budget forecasts assume a continuation of low inflation and low 
interest rates which will make Canadian unit labour costs more competitive with their American 
counterparts and help to promote growth in durable goods, especially the residential housing 


market. 


B. Quebec 
The Quebec budget was tabled in the National Assembly on 20 May 1993. 
1. Revenue Trends 


Total revenues in 1993 were 14% higher than in 1990. In 1993, the government 
of Quebec received, revenues of $35,477 million, of which $27,663 million came from its own 


sources and of which $7,814 million came from the federal government in the form of cash 


¢ 
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transfers. While 1992 and 1993 were both years of modest revenue growth, it was only in 1993 
that own-source revenues fell very slightly and this was offset by the unusually large increase 
in federal cash transfers which grew by more than 15%. 

In 1993, tax revenues behaved as one would expect given economic conditions. 
Personal and corporate income taxes fell and sales tax revenues were flat. Indeed, corporate tax 
revenues are still below 1990 levels while personal income taxes are 11.5 % higher. 

Tobacco taxes are continuing their decline from 1991 levels, likely due to the 
effects of illegal sales. 


2. Expenditure Trends 


Government expenditures grew by a total of 24% between 1990 and 1993. Health 
and social services spending has grown by a similar amount while training and income 
maintenance spending has been growing at twice the rate. 

At $40,455 million, budgetary expenditures in 1993 equalled 25.5% of provincial 
GDP, slightly lower than the 1984 peak due to the previous recession. The projected figure for 
1994 is 24.8% of GDP. In 1990 budgetary expenditures consumed only 22.3% of provincial 
GDP. 


3. Debt, Deficits and Interest Costs 


In 1993 the deficit of the government of Quebec reached $4,978 million, three 
times the 1990 amount. This deficit, equal to 3.1% of provincial GDP, has resulted in a direct 
debt at an all time high of 24.5% of GDP. Interest costs, at $4,766 million, now consume just 
under 10 cents of every revenue dollar. 

As a result of the previous recession, the deficit peaked at 3.8% of provincial 
GDP in 1985. 


4. Federal Measures to.Limit. Transfers 


In 1993 the government of Quebec received a 15% increase in federal cash 
transfers. As a result, such transfers accounted for 22% of provincial government revenues. 


This was a temporary reversal of a longer term trend in which the federal cash share has 
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declined from 28.9% in 1984 to a forecast level of 15.8% in 1998. Cash transfers are expected 
to fall every year after 1993. 

A new matter of contention has been the federal government’s decision to use 
preliminary Statistics Canada population data, adjusted for under-coverage, for the purposes of 
determining transfer levels. The government of Quebec estimates that this will result in an 


annual reduction in transfers of $161 million from 1995 to 1999. 
5. Deficit Control Measures 


The 1993 Quebec deficit is about $1,200 million higher than was forecast in the 
1992 budget. As a result of this shortfall, the government has frozen wages for a two-year 
period, and cut operational expenditures by 6%. Future program spending will be constrained 
to 1% growth per year. Drug and optometrist re-imbursements are brought under tighter control 
and the government intends to bring university tuition fees more in line with the Canadian 
average. 

On the revenue side, the government has introduced an income tax surtax of 5% 
of tax in excess of $5,000 and another 5% on tax in excess of $10,000. Indexation of the tax 
system has been suspended for one year and the government announced its intent to tax disability 
income. As in Ontario, the deduction for entertainment and meals is reduced to 50% of the 
amount spent. 

On the basis of these measures, and the anticipated improvement in the economy, 
the government foresees a slight budgetary surplus by the year 1998. If all goes according to 
plan, the ratio of direct debt to GDP should have declined to 21.8% and be on a clear downward 
path by that time. ; 


6. Economic Forecasts 


The budget projects medium term economic growth averaging 3.4% per year, 
creating 64,000 jobs annually, with employment growing by 2% per year. The unemployment 
rate is expected to stay high, averaging 11.8% between 1994 and 1998. On the employment 


side, the Quebec forecast is much less optimistic than the Ontario forecast. 
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THE WESTERN PROVINCES 


The four provinces of western Canada are economically and financially quite 
diverse. Alberta and British Columbia do not receive equalization payments from the federal 
government, whereas Saskatchewan and Manitoba are part of the group of "have not" provinces. 


Of the four, Manitoba suffered the worst as a result of the recession. 


A. British Columbia 


The British Columbia budget was tabled in the Legislative Assembly on 30 March 
1993. 


1. Revenue Trends 


Unlike other governments in Canada, the provincial government in British 
Columbia continues to experience relatively healthy revenue growth. Revenues in 1993, at 
$16,022 million, are 8.6% higher than the year earlier and they are expected to grow another 
8.9% in 1994. Tax revenues have been increasing every year. While personal and corporate 
income taxes declined somewhat in 1993, other taxes made up for the shortfall. The 
introduction of a much higher corporation capital tax added directly $255 million to provincial 
coffers. 

Cash transfers from the federal government have been increasing by an average 
of only 2.4% per year since 1990, compared to 6.4% per year for all revenues and 8% per year 
for tax revenues. In 1994, cash transfers from the federal government are expected to decline 
to $2,365 million from $2,497 million in 1993. 


2. Expenditure Trends 


Since 1990, total government expenditures have grown at an annual rate of 9.4%. 
This is about 50% higher than the growth in revenues. Growth in spending this year declined 
to 5% and it is forecast to grow by almost 6% next year. These rates of spending growth are 


high by the standards of other governments in Canada. 
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Spending has grown fastest in the area of social services, education and public 
protection. Health expenditures are actually growing at a rate less than the average. Social 
services are increasing now at a rate of about 17% per year. Spending on general government 
operations has been curtailed since 1992, a trend which is expected to continue. 

At $13,250 million, in 1990, total government spending equalled 17.2% of 
provincial GDP. By 1993 this had grown to $17,972 million, equal to 20.2% of GDP. 


3. Debt, Deficit and Interest Costs 


As of 31 March, 1990, government direct net debt stood at $4,200 million. It 
grew to $8.964 million as of 31 March 1993 and is expected to grow even more to $10,538 
million next year. 

The provincial deficit on both current and capital account has increased greatly. 
In 1992 it reached a high of $2,355 million, almost four times as high as the previous year. It 
has declined to $1,950 million in 1993 and is expected to fall even further next year to $1,535 
million. 

As might be expected, a rapid accumulation of debt is going to lead to higher debt 
servicing costs. In 1992, these charges grew by 21%. They grew by 27% in 1993 and are 
expected to grow by another 21% in 1994. In 1990, debt servicing consumed only 3.7% of 
total revenues. In 1994 this is expected to consume 5.7% of revenues, low by the standards of 


other governments, but substantially more than was the case a few years ago. 
4. Federal Measures to Limit Transfers 


The British Columbia government does not rely heavily upon: fiscal transfers, 
which account for 14% to 16% of total revenues. The variety of federal measures affecting 
transfers to the provinces affect B.C. as well, including the provisions limiting Canada 
Assistance Plan transfers that apply to the non-equalization receiving provinces. A study 
commissioned by the province indicates that in 1993 and 1994 the province would have 
essentially balanced its books had it not been for these federal measures. 

This study does take into account the fact that part of the EPF transfers comes 
through the transfer of tax points. But about 25% of the added burden attributed to federal 
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measures is really an indirect cost, not a direct one. The study assumes that the province does 
not react in any way to changes in federal transfers. Thus these reductions lead directly to 
higher deficits or lower surpluses which impose higher interest costs on the government. The 
BC government is unique in including these costs in its estimates of the impact of federal 


transfer reductions. 
5. Deficit Control Measures 


The British Columbia economy has performed well over the past few years by 
Canadian standards. It has a modest debt burden and its deficit, expressed as a percentage of 
provincial GDP, is the lowest in the country. Nevertheless, the high rate of expenditure growth 
has required the government to take measures designed to curb growth in the deficit. 

On the revenue side, the budget contains measures that would increase total 
revenues for general purposes by just over $800 million per year. The most notable of these 
include: an increase in the provincial sales tax from 6% to 7%, the application of the sales tax 
to certain services such as automobile repairs, and the increase in the provincial surtax. The 
high income surtax will now be set at 50% of provincial tax payable in excess of $9,000. 

The budget does not contain any significant spending controls. It does freeze the 
salaries of MLAs and senior administrators and cuts some operating expenses, but the savings 
pale in comparison to the tax increases. Instead, the budget refers to earlier cost-cutting 
measures applied to the bureaucracy that have saved about $300 million. Nevertheless, the 
increase in program spending is now in the neighbourhood of 4% to 5%, high by the standards 
of other provinces but lower than the double digit increases that were experienced two and three 


years ago. 
6. Economic Forecasts 


In 1992, the British Columbia economy grew by 2.4%, well above the 1% growth 
rate for the national economy. Employment grew by 1.9% in the province while it declined 
nationally. The province remains a favourable destination for immigrants and sectoral 
conditions, such as the dramatic increase in lumber prices, favour economic growth in the BC 


economy. In 1993, the provincial economy is expected to grow faster than its Canadian 
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counterpart, while in 1994 the two should be about equal at 3.4% annual growth. The 
unemployment rate is expected to remain steady at 10.4%, despite employment growth of 2.3% 
in each of 1993 and 1994. 


B. Saskatchewan 
The Saskatchewan budget was tabled in the Legislature in March 1993. 
1. Revenue Trends 


In 1992, the total income of the Saskatchewan government was $4,052 million. 
It grew by 7.7% in 1993 and is expected to grow by another 6% in 1994. This revenue growth 
is strong by comparison to other provinces. This growth is largely due to growing tax revenue 
as well as rising revenues from fees and licences. 

Transfers from the federal government, representing about 27% of total revenues, 
have been essentially static since 1992, as have revenues from non-renewable resources sources 
of income. But the province is forecasting increases in personal income tax receipts, corporate 
capital taxes as well as strong growth in corporate income taxes which in 1994 is expected to 


be twice the level of two years earlier. 
2. Expenditure Trends 


In 1994, total spending is expected to be 0.5% higher than in 1992, with the 
increase due entirely to higher debt servicing costs. Program spending and capital spending are 
both declining over time, with the former declining by 2.5% per annum and the latter falling by 
20% per year. In 1994, the province expects to spend a total of $4,928 million, of which 
$3,900 million is on programs, $180 million is on capital projects and $848 million represents 


the cost of servicing the debt. 
3. Debt, Deficits and Interest Costs 


Debt servicing costs are rising quickly, from $523 million in 1992 to $848 million 
in 1994. This represents an average annual increase of 27%. The reason for this is clear. The 


recent budgetary deficits of $846 million in 1992, $592 million in 1992 and the projected figure 
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of $296 million in 1994, have contributed greatly to the rise in the net debt position of the 
government. When added to the write off of $1,453 million in assets in 1992, these factors have 
caused the accumulated deficit to grow from $3,688 million as of 31 March 1992 to a forecast 
amount of $7,676 million as of 31 March 1995, a doubling in three years. 


4. Federal Measures to Limit Transfers 


The budget notes that federal transfer changes have created some fiscal problems 
for the province, but it does not go into great detail. The government had estimated earlier that 
the freeze in EPF funding and the change in the manner of calculating equalization payments 
cost it about $200 million in 1992. It now claims that total federal off-loading, including 
agricultural programs, costs the province $500 million per year. If not for this, the budget 
would be balanced. 


§. Deficit Control Measures 


The budget puts in place a plan for balancing the budget by 1997. The 1993 
budget provides for almost $800 million in spending cuts which are only partially offset by about 
$250 million in increases in other areas. The government aims to achieve these cuts by 
rationalizing the delivery of government services, cutting 1995 funding for hospitals, schools and 
universities, and municipalities by 2.8%, 4% and 8% respectively, in addition to cuts announced 
in last year’s budget. 

On the revenue side the government has increased the sales tax rate to 9% and 
broadened the base of application. Gasoline taxes have been increased by 2 cents per litre and 
the tax on resource sales of larger corporations has been increased from a rate of 3% to 3.6%. 
These three measures are expected to raise revenues by $176.5 million in 1994. 

To achieve a balanced budget in 1997, the government is counting on an essential 


freeze in operating expenditures and a 4% per year increase in total revenues. 
6. Economic Forecasts 


From 1993 to 1996, the government is forecasting economic growth which 
averages 2.3% per annum, a figure which is less than that predicted for the national economy. 


Employment is expected to grow by less than 1% per year. 
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C. Alberta 


The Alberta budget was tabled in the Legislative Assembly on 6 May 1993. It 
was updated on 8 September 1993. What follows is based on the updated version of the budget. 


1. Revenue Trends 


Total revenues in 1990 were $9,720 million. By 1992 they had grown to $11,630 
million, representing an annual increase of 9.4%. Revenues declined in 1993 to $11,470 million 
(15.3% of provincial GDP) and are expected to decline again by a very slight amount in 1994. 

From 1992 to 1993, personal income tax receipts dropped by about 9% while 
corporate income taxes fell by about 13%. Investment income from the Heritage Fund, which 
in 1992 accounted for 12% of total revenues, dropped by 28%. Cash payments from the federal 
government increased in 1993 but are expected to drop slightly in 1994. At $2,794 million, the 
personal income tax is the most important revenue source for the government, accounting for 
24% of total revenue. 

In 1993, non-renewable resource revenues increased by 8%. They accounted for 
19% of total revenues that year. For 1994, the government uses a forecast figure which is the 


average of actual revenues for the five years previous. This amounts to a forecast 6% increase. 
2. Expenditure Trends 


In 1990, total expenditures were about $12,057 million. This grew to $13,402 
million in 1992, an annual growth of 5.4%. Spending grew by a further 6.3% in 1993, 
equalling 19% of provincial GDP. Family and social services spending grew by $138 million 
(8.6%) and the new employment transfer program cost $200 million. Education spending also 
grew faster than average at 6.6% while health care spending increased by less than 5%. 

Total spending in 1994 is forecast to decline by almost 6% while program 
spending is to decline by 7.7%. 

In 1993, expenditures under the Treasury category exhibited an enormous one- 
time increase. Total expenditures were $873 million instead of the amount originally budgeted, 
$255 million. There are two reasons for this increase. The government has altered its 


accounting conventions in response to recommendations of the Auditor General. In addition, 
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it has adjusted downward the recorded value of a number of its assets. The largest such 
revaluation is in respect of the Lloydminster upgrader where the government wrote down the 


value of its investment by $217.3 million. 
3. Debt, Deficits and Interest Costs 


As of 31 March 1993, the net debt of the Alberta government stood at $11,824 
million. This amount is far above earlier figures because of accounting changes introduced by 
the government. In particular, the net debt now reflects unfunded pension liabilities of $4,500 
million that were not reflected earlier. Thus comparisons with earlier years are misleading. 

The consolidated deficit for 1993 is $3,409 million (4.5% of provincial GDP) and 
it is projected to fall by about $1,000 million next year and show a surplus of $220 million by 
1997. In 1991, the deficit was about $2,000 million. Debt servicing costs in 1993 were $1,219 


million, less than 11% of total revenues. 
4. Federal Measures to Limit Transfers 


The 1993 budget has nothing to say about the matter. Alberta is subject to the 


same restrainst as Ontario and British Columbia. 
5. Deficit Control Measures 


The Alberta government has enacted this year the Deficit Elimination Act, which 
puts in place a four-year timetable for the achievement of a consolidated budget balance and 
mandates such a balance every year after 1996. 

These targets are to be met through a series of spending cuts, which would 
amount to a 20% reduction in program spending by 1997. These cuts are targeted at all aspects 
of government program delivery. The budget contains no tax increases, although it does 


increase health premiums by 11%. 
6. Economic Forecasts 


The Alberta economy grew by 2.2% in 1992, compared to a national growth rate 
of only 0.7%. Indeed, it has outperformed the national economy since 1990. The government 
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is basing its projections on economic growth of 3% per annum until 1997. The unemployment 


rate for the near term is expected to be 1.5 percentage points below the national average. 


D. Manitoba 


The 1993 Manitoba budget was tabled in the Legislative Assembly on 6 April 
1993. 


1. Revenue Trends 


Total revenues fell by about 1% in 1993, to $4,895 million, as a result of lower 
tax revenues. While income tax revenues were up, sales tax revenues declined. Federal 
transfers were growing only slightly and are expected to decline in 1994. Total 1994 revenues, 
at 19.2% of provincial GDP, are forecast to be less absolutely and relatively than the 1992 
results, which equalled 21.1% of GDP 


Revenue growth from 1990 to 1994 is averaging 1.3% per annum. 
2. Expenditure Trends 


Program spending since 1990 has been growing at an annual rate of 2.8%, twice 
as high as revenue growth. Program spending is forecast to decline by almost 2% in 1994, to 
$4,809 million. Welfare spending, which is expected to grow by 4.5%, is the only major 
expenditure class to see an increase. 

At $5,359 million, total spending in 1994 should amount to 21% of provincial 
GDP, down from 22.7% the year before. 


3. Debt, Deficits and Interest Costs 


As of 31 March 1993, the general purpose net debt of the province stood at 
$6,200 million, almost 17% higher than the year before. It was equal to 26% of provincial 
GDP. Total net debt, including that of the provincial hydro corporation as well as others was 
$12,778 million, equal to 53.5% of GDP. 
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Manitoba has been steadily running a deficit since 1990. In 1993, the deficit at 
$530 million was 64% higher than the previous year. Since 1990, the deficit has grown at an 
annual rate of 55%. 

The government portrays the 1993 deficit as $330 million. This amounts to 1.4% 
of GDP rather than 2.25% as is the case when the deficit is stated at $530 million. 

All lottery earnings go into a separate account, unlike the practice in most other 
provinces, and the government has established a stabilization fund into which it deposited $200 
million in 1989. Withdrawals from these accounts are treated as income and deposits into the 
stabilization fund are treated as expenditures. While such transactions have no overall impact 
on the debt, they can alter the timing of reported deficits. Thus a 1989 surplus of $59 million 
was turned into a $141 million deficit on account of a $200 million deposit into the stabilization 
fund. Similarly, a $200 million withdrawal in 1993 gave the appearance that the deficit for that 
year was $4 million less than that for the previous year, when it was in fact $206 million more. 

With the exception of 1993, the Manitoba government has generally maintained 
an operating surplus. The deficit position of the government in the 1990s is actually better than 
it was in the latter half of the 1980s. Consequently, debt servicing costs have not increased 


much since 1990, growing annually by only 2.3%. 
4. Federal Measures to Limit Transfers 


The 1993 budget contains no reference to the cost of federal transfer reductions. 


The province has not received any stabilization assistance from the federal government. 
5. Deficit Control Measures 


The government has undertaken revenue and expenditure measures, each of which 
would reduce the deficit by about $100 million. In 1994, program spending is to be cut by 2% 
($100 million), with a further 1% cut in 1995 and a virtual freeze after that. To accommodate 
this, some agencies are being consolidated, some operating costs are being reduced and the wage 
bill for the public sector is being reduced by 3.8% through reducing some salaries by that 


amount (MLAs, judges) and by reducing hours of work for the public service. 
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On the revenue side, the sales tax base is being broadened and the province has 
reached an agreement with the federal government to collect provincial taxes at the border. In 
addition, property tax credits, mainly available to the elderly, are being reduced by about $53 
million a year. 

These measures are designed to achieve a fiscal balance by 1997. To do so, 
revenues must increase by 2.7% per year while program expenditures remain frozen at their 


1995 levels, which would be 3% less than the 1993 amount. 
6. Economic Forecasts 


The budget forecasts economic growth at rates slightly below those for the country 
as a whole for 1993 and 1992. Unemployment is expected to fall to 8.6% in 1994, from 9.6% 
in 1992. 


THE ATLANTIC PROVINCES 


The four provinces of Atlantic Canada constitute the poorest region of the country. 
These provinces have the highest unemployment rates and the lowest per capita incomes in 
Canada. They also rely heavily on transfers from the federal government. 

The financial positions of these provinces vary greatly. In 1992-93, Prince 
Edward Island recorded a net debt of over $350 million, almost $3,000 per capita and less than 
17% of provincial GDP. This is well below the average of the Atlantic provinces. 
Newfoundland, on the other hand, registered a net debt that year that exceeded 50% of its 


provincial Gross Domestic Product. 


A. Prince Edward Island 


The PEI budget was tabled on 17 June 1993. Although the government has one 
of the better deficit positions of Canadian governments, its small size and lack of economic 
diversity have led to one of the worst credit ratings in Canada. In addition, the PEI government 
is very large in relation to the size of the provincial economy. Consequently, the government 


is very wary of any significant increases in its deficit and debt position. 
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1. Revenue Trends 


Total provincial revenues for 1992-93 are forecast at $723 million, down 5.7% 
from the amount originally projected in the 1992 budget. The current budget projects revenues 
for this year to reach $767 million, about the amount originally expected last year. These 
figures compare with total receipts of $660 million in 1989-90. 

Tax revenues last year amounted to 18.2% of provincial GDP. Total revenues 
constituted 34% of GDP. Last year, the provincial budget overestimated both tax revenues and 
direct transfers from the federal government; tax revenues proved to be about 8% less than 
expected at first, while direct federal transfers were about 3.5% less, largely due to a 15% 
shortfall in equalization payments, which accounted for 56% of total cash transfers from the 
federal government. 

For 1993-94, the PEI government is expecting a further drop in cash payments 
from the federal government, but a substantial increase in tax revenues and other provincial 
sources of funds. The 13.8% increase in tax revenues from fiscal 1993 to 1994 would require 


a substantial upturn in the state of the local economy. 
2. Expenditure Trends 


Total spending on current account and net capital account amounted to $689 
million in 1990, rising to $806 million in 1992, an increase of 5.4% per annum. Spending in 
1992 amounted to 38% of provincial GDP. This is very high by the standards of other 
provinces. For 1993, total spending is expected to drop to $793 million. 


3. Debt, Deficit and Interest Costs 


As of 31 March 1993, the net debt of the government of Prince Edward Island 
stood at $352 million, up from $199 million only three years earlier. The $83.4 million deficit 
in the last fiscal year contributed greatly. to.this increase. The cumulative deficit in each of the 
last two fiscal years is 50% higher than it was in the six years previous. This clearly was a 
worrying trend for the government. These recent results are also far above the deficits predicted 
in 1990. 
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But the budget does include measures to reduce the budget this fiscal year and 
restore fiscal balance shortly. From $83.4 million in 1993 (4% of provincial GDP), the defi 
should decline to $25.4 million in 1994. By fiscal year 1996, a slight surplus is expected. 

This large growth in the net debt of the province has led to a substantial increa 
in debt servicing costs, which have risen by more than 9% per annum over the last two year 
These charges today consume almost 17 cents out of every dollar of revenue, up from 13 cer 


in 1990. 
4. Federal Measures to Limit Transfers 


The government of Prince Edward Island relies upon transfers from the feder 
poveriment for about 45% of its total revenues. Federal restraint measures have hit t 
provincial finances hard. The cap on the growth of equalization (i.e., limiting its growth to 1 
more than that of the Canadian economy) cost the PEI government about $28 million in 19: 
and 1992. In addition, revisions to estimates of personal and corporate income taxes, and 
change in the way Statistics Canada undertook its population count have also led to reductio. 
in federal transfers. The provincial government estimates that all of these factors led to a $5: 


million reduction in federal transfers in 1993. 
5. Deficit Control Measures 


From 1988 to 1992, the unemployment rate in Prince Edward Island increas 
steadily from 13% to 17.7% and during this period the deficit ballooned. In 1991, when oth 
provinces were starting to implement expenditure control measures, the PEI government w 
relying upon tax increases to fix its budgetary problems. At that time, full harmonization of tl 
provincial sales tax with the GST was contemplated, and several income tax increases were p 
into place. 

This time the focus has changed to spending reductions, largely throu; 
efficiencies gained in the delivery of government services. For every dollar of revenue increas 
two dollars of spending cuts are expected. Tax rates for the personal and corporate income ta 


as well as the sales tax, have not been changed. The sales tax base, which was nev 
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harmonized with the GST, is broadened, cigarette and gasoline taxes are raised and property tax 
credits are reduced. 


6. Economic Forecasts 


The PEI economy performed better than the national average in 1992 and the 
provincial unemployment rate in early 1993 was 16.5%, down from 17.7% a year earlier. 


Growth in 1993 is expected to slow somewhat, and lag behind the national average. 


B. Nova Scotia 


The Nova Scotia budget was tabled in the House of Assembly on 30 September 
1993. 


1. Revenue Trends 


In fiscal year 1990, total revenues of the Nova Scotia Government were $3,775 
million. Last year they were $3,950 million and are expected to grow to $4,032 in 1994 (21.8% 
of provincial GDP), an increase of only 2.1%. From 1991 to 1993, total revenues were 
essentially stagnant, due to declining tax revenues and a diminution of cash transfers from the 
federal government. The decline in equalization payments, for example, was 16% over the two- 


year period. 
2. Expenditure Trends 


Total government expenditures on both the current and the capital account have 
been growing modestly in recent years. Although it grew by 5% last year, the longer term trend 
since 1990 has been for a growth rate under 4%, and the projection for 1994 is that spending 
will grow by less than 3.1%, to $4,970 million (27% of provincial GDP). 

The allocation of spending resources clearly indicates a shift away from 
discretionary activities and a concentration on those driven by economic and demographic 
factors. For example, spending on culture and recreation, resource development, transportation 
and communications has declined in absolute terms since 1990. Spending has been greatest in 


areas of health, education and social services, as is the case with most provincial governments. 
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3. Debt, Deficits and Interest Costs 


As of 31 March, 1993, the net debt of the province of Nova Scotia stood at 
$6,860 million, up from $3,947 million in 1989. The net debt has grown 26.5% over the last 
year and 45% over two years. The net debt for 1993 is about 38% of provincial Gross 
Domestic Product. The forecast for 1994 is a net debt of $7,529 million, representing 41% of 
provincial GDP. 

The budget notes that the deficiency of ordinary revenues used to finance ordinary 
expenditures was $471 million in 1993, up from $322 million the year before, a 47% increase. 
This compares to $61.7 million in 1990. But this is not a true deficit figure; i.e., it does not 
represent the increase in the net debt position of the government from one year to the next. A 
better measure is to use net budgetary requirements and subtract net contributions to the sinking 
fund. On this basis, the deficit for 1993 was $770 million, up from $558 million the year 
before. 

This rapid increase in the net debt position has led to growing ‘debt servicing 
costs, which have been increasing by 11% per year since 1990. In 1994, interest charges will 


account for 21% of total spending, up from 16% in 1990. 
4. Federal Measures to Limit Transfers 


Cash transfers from the federal government in 1994 are expected to be 3% less 
than they were in 1991. Over the last five years, these transfers have accounted for about 40% 
of total government revenues. In 1994, they are expected to decline to about 38.4% of 
revenues. 

Equalization payments from the federal government have declined substantially 
in the last two years while EPF cash transfers have risen only modestly. The only area of fairly 
strong growth has been with respect to transfers for the Canada Assistance Plan, not a good 


sign. 
5. Deficit Control Measures 


The 1994 budget has put into place a four-year plan to bring the province’s. 


finances under control. The high income surtax has been increased for a one-year period and 
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has been made into a two-stage tax. The rate is 20% on provincial taxes between $7,000 and 
$10,499, and 30% on all taxes above that amount. Gasoline taxes have been increased, the 
provincial sales tax, known as the health services tax, is increased from 10% to 11%, and the 
base is broadened somewhat. 

On the expenditure side the government has cut back operating and capital 
expenditures from the previous year. In addition, it is putting into place a four-year expenditure 
control plan that would save $300 million in operating costs and $60 million in capital spending 


over its lifetime. 
6. Economic Forecasts 


The budget forecasts lagging growth for Nova Scotia in the near term. The 
economy of the province declined in 1992, despite the fact that the national economy grew 
slightly. Growth in 1993 is expected to be half the national average. Employment will not 
expand until 1994, when it will be only modest; growth in the economy is forecast at about 


2.5%. Thus unemployment will continue high at about 14.5%. 


C. New Brunswick 
The New Brunswick budget was tabled in the Legislature on 31 March 1993. 
1. Revenue Trends 


Total budgetary revenues in New Brunswick equalled $3,583 million in 1990, 
rising to $3,690 in 1992 and $3,900 for 1994. Revenues in 1994 are expected to be slightly less 
than in 1993. 

Last year’s budget overestimated significantly the receipts from the personal and 
corporate income taxes. The shortfall on the PIT alone was about $100 million. Fortunately 
for the government, it-underestimated federal transfers by an almost equal amount so that total 
revenues were just slightly higher than first thought. For 1994, the government is forecasting 


a rebound in income tax revenues and a slight decrease in federal transfers. 
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2. Expenditure Trends 


In 1991, the New Brunswick government spent $3,773 million on ordinary 
account expenditures and $296 million on net capital spending. By 1993, these two components 


reached $4,452 million, a 9.4% increase. In 1994 this spending is expected to fall by 4.5%. 
3. Debt, Deficits and Interest Costs 


As of 31 March 1992, the net debt of the provincial government amounted to 31% 
of provincial GDP, up from 27.6% two years earlier. The deficit, at $494 million for 1993, is 
slightly less than the 1992 figure of $516 million. 


4. Federal Measures to Limit Transfers 


The EPF limits are estimated to cost New Brunswick about $180 million in 1993. 
Although the equalization cap is not currently binding, it has cost the province in the past and 


could become effective again. 
5. Deficit Control Measures 


The New Brunswick government put into place this year An Act Respecting the 
Balancing of the Ordinary Expenditures and Ordinary Revenues of the Province. This law is 
designed to force the government to balance its current account over a four-year period. The 
budget predicts that by 1995, the current account will be in surplus. ; 

The budget also calls for revenue and expenditure measures to control the deficit. 
On the revenue side, the personal income tax rate is increased from 60% of basic federal tax to 
62% for the 1993 year and further increased to 64% in 1994. The sales tax base is broadened 
and the provincial government has made arrangements with the government of Canada to collect 
provincial tobacco and alcohol taxes at the border. These measures are expected to raise 
revenues by $75 million. 

Expenditure restraint is also used. A moratorium on new capital projects has been 
announced and the net capital budget is limited to $275 million in 1995 and $250 million in 
1996. This compares with net capital spending of $293 million in 1992, $360 million in 1993 
and an estimate of $307 million in 1994. 
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In addition, the provincial Prescription Drug Program is being scaled back, grants 
are being reduced by $2.8 million and 23 agencies are being consolidated into 6 while another 


23 are being eliminated. 
6. Economic Forecasts 


The New Brunswick economy has performed better than the rest of Atlantic 
Canada so far in the 1990s and this trend is expected to continue. In 1992, employment rose | 
in the province, while it fell in the rest of the country. While the Canadian unemployment rate 
increased about 10% in that year, it was steady in New Brunswick. 

The unemployment rate in 1993 is expected to be 11.5% and economic growth 


after that year is predicted to average 4.7% per annum. 


D. Newfoundland and Labrador 


The 1993 Newfoundland budget was tabled in the House of Assembly on 18 
March 1993. 


1. Revenue Trends 


In 1990, total revenues of the government of Newfoundland were $2,931 million. 
By 1994 they are expected to be $3,182 million, representing an annual increase of 2.1%. Tax 
revenues in 1994 are expected to be 5% higher than in 1993. 

The retail sales tax generates more revenue for the Newfoundland government 
than does the personal income tax. The corporate income tax is in fourth place, behind gasoline 


tax revenues. 
2. Expenditure Trends 


In 1990, total net expenditures of the provincial government were $2,748 million. 
In 1993 this amount had increased to $2,946 million, an annual increase of 2.3%. For 1994, 
total expenditures are expected to increase by 3.3% to $3,043 million. 
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3. Debt, Deficits and Interest Costs 


Total provincial consolidated direct debt, less debt of the utility corporation, 
equalled $3,709 million in 1989. By 1993 it had risen to $4,685 million. The provincial deficit 
has fallen steadily since 1991, when it reached $347 million. By 1993 it was $265 million and 
is expected to fall further to $223 million in 1994. 

Debt charges in 1993 amounted to $492.5 million, 16% of total spending. This 


is an increase of $10 million from the 1992 debt charges. 
4. Federal Measures to Limit Transfers 


In 1987, the federal government contributed 48.5% of the provincial government’s 
revenues via cash grants. This has since declined to 43%. The province must repay $70-million 


in Overpayments for 1992 and 1993 as a result of adjustments to estimated population. 
5. Deficit Control Measures 


The 1993 budget of the Newfoundland government contains no increases in taxes 
and limits future spending growth to 1.4%, due almost entirely to increasing debt service costs. 
The deficit on current account (i.e. excluding capital expenditures) is expected to fall by $30 
million to $51 million in 1994. 

The spending restraint program of the government is based upon a $70 million 


reduction in total compensation to provincial public servants. 
6. Economic Forecasts 


In 1992, the unemployment rate in Newfoundland was just over 20%, with a 
4.6% decline in employment over the previous year. The unemployment rate is still expected 
to increase somewhat, largely as a result of difficulties in the fishing sector. The budget 
provides no long or medium term forecasts. It offers a provincial growth rate of 1.2% for 1993, 


largely on account of activity around the Hibernia project. 
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SUMMARY OF TRENDS 


A. General 

All Canadian governments have suffered severe financial difficulties since 1990. 
Although much has been made of the revised deficit numbers for the federal government, it is 
the provincial figures that are more worrying. 

In fiscal year 1991, total provincial deficits were less than $9,500 million, about 
31% the federal level of $30,600 million. By fiscal year 1993, the federal deficit had increased 
to $40,500 million but the provincial deficiencies had increased even faster to $25,000 million; 
they now totalled 62% of the federal deficit. Total provincial deficits are expected to decline 
in 1994 while the federal deficit continues to grow. 

As a result of these trends, total provincial net debt will be 40.5% as high as 
federal net debt in 1994, up from 33% of federal debt in 1991. In aggregate, federal and 
provincial debt will soon equal one year’s worth of total output for the Canadian economy. 

Figures 1 and 2 examine the debt and deficit outlook for the federal and provincial 
governments according to their most recent financial statements. These figures are presented 
as a proportion of relevant Gross Domestic Product and have been compiled in a consistent 
manner by the Investment Dealers Association of Canada. 

The past fiscal performance of the federal government, as measured by ‘its 
accumulation of net debt, is worse than that of any province. Its net debt is now approaching 
70% of GDP. Less than 20 years ago, that figure was about 17% of GDP. Newfoundland’s 
net debt is just over 50% of provincial GDP, while Saskatchewan’s is approaching 45%. 

Figure 2, which looks at recent deficit figures, indicates that the federal 
government is again the worst fiscal performer, even though it has undertaken several steps to 
reduce transfers to the provinces. In 1993, Alberta, Ontario and Nova Scotia experienced 
deficits in excess of 4% of their respective GDP. British Columbia and Manitoba had the best 
performance. 

All provincial governments expect to reduce the relative and absolute size of their 


deficits in 1994. The federal government, on the other hand, expects the 1994 deficit to be 
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almost $5,000 million higher than its 1993 counterpart, with the relative size growing from 
5.9% of GDP to 6.3%. 

Figure 3 presents a graphic illustration of the deficit-cutting measures put in place 
by the major Canadian governments in their latest financial plans. The deficit of the federal 
government is expected to grow, as was mentioned above, and, with the exception of Nova 
Scotia, every province plans to reduce its deficit by at least 0.5% of provincial GDP. When we 
consider the fact that the 1993 deficit in Nova Scotia is one of the nation’s worst and its debt 
position is third worst of the provinces, this response is quite mild. The government of Prince 
Edward Island, on the other hand, has taken a very strong short-run approach to deficit cutting. 
It is cutting the relative size of its deficit by an amount equal to 2.8% of GDP. This is a 70% 
decrease in one year. 

Saskatchewan and Alberta are planning to reduce their deficits by amounts close 
to 1.5% of GDP. But the Saskatchewan measures have a greater short-term impact on bringing 
about fiscal balance. In a similar vein, Manitoba, Ontario and New Brunswick are all taking 
measures to reduce deficits by an amount equal to approximately 1% of provincial GDP. In 
1994, however, Manitoba will be in a better financial position than the other two. 

British Columbia had the best fiscal performance of any province in 1993. In 
1994, that position will likely be held by Prince Edward Island, with Saskatchewan and Alberta 
also outperforming B.C. 


B. Changes to Equalization Payments 


In 1994, the federal government will pay the seven equalization-receiving 
provinces $962 million less than they were originally expecting. This reduction is mostly due 
to the continued poor performance of the Ontario economy and consequently there is less 
"equalizing" between the tax capacities of the richer and poorer provinces. 

The provinces have largely budgeted for the higher amount and in some instances 
the new figures will mean a dramatic shortfall in revenues. (See Table 1) 

In Saskatchewan, for example, the decline is one-third of the amount originally 


expected. In Newfoundland and Quebec, the decline is 2% and 3% respectively. 


RECYCLED RECYCLE 
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The variation by province is large because of the different economic performances 
and because of revised population figures. Whatever the case, several provinces will find it 


more difficult to stick to their deficit targets in light of these revisions. 


Table 1 
Equalization Payment Revisions for 1993-1994 


Payment Reduction % 
1994 from Original Reduction 


Newfoundland 915 18 1.93 
Nova Scotia 880 169 16.11 
Prince Edward Island 176 23 11.56 
New Brunswick 888 186 17232 
Quebec 3633 110 2.94 
Manitoba 844 231 21.49 
Saskatchewan 458 225 32.94 
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